
ewlyweds Erik and Brandi Quamcan,t really affordtheifhome.
The monthlycarryingcosts on their'two-bedroom coni:lo in
Ailingtgn; Va- run about 92,500 a montb. and theyfear the bill
,gqlrtd go higher still astleif adusrablemorgage resers ro
higher.interest rates. It's already a tight .qtt"."", They've taken
in a roommate to help pay the bills. Unfortunately, they can t

. afford to sell eitlier. Thanks to a falling housing rnarket and .a .
prepay.mentpenalty of about$11,5ô0, they'd owe the ba¡l< more
.than their placç is worth ,'It makej me want to cry every
rnonúr,-' says Brandi, 26. The ironyis thatthe euams should be 

'

ableto affordtheir þlace It cost just $219,000 v¡hen a Still-sirigle
Brandi, fresh out of the.Air Fo¡cg bought it

So hovr did theygettheinselves in such 4 mess? More puz-
zlingstill; whydidìlenilejs lètthèiú-alongwith millions of
otherhomêoli,nerq, many ofwhonu.unliké the quams, are in
immediate darger offoreclozuie? . :

Inthe aqsweito thatquestionlies the real storybehind the onc eúzzytngnay¡-fizzLinghousing

loom. 
Sure. rècord-low inte¡es.t rateg boomers buying vacation homes *Jin1Jgr*o grabbing for

t]ie n'msrican dr¡am all-did theirbit topush uppriçes. But whatreaJlysupercnrtsè¿ rÌr.l¡1.ttet"**'the..moftgag.elndustr-ialcomplex¡4rnachine,rvithcopca,tle{brokersandbãiilgrqfu.iêdbyrrroney

poured inþüvesunentbanlq bond tra{ers and hedgefrrnd,rqâaagçrs. Thesystem¡rorp.igC*a'
grew, introdupþgnewplqyers iirto the fingncingtransactiofi.¿,¡id tranqformingh"rå1""åf or¡".r.
FiÌiallyitran:rm.olt cre¿q¡¡g¡*incentives at everylevel ofahomesalre o¡arèfi to.saérifüe prudence ,l
in pursuit of akillfuE Mârket checks and balances should haveprevçnted the p¡"** ft"*sånin ;ui
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ofcontol. But theywere corrupted, co-opted orsimply stearn-
rollered. For exarnoìe:
* The lendingofficerofold, who often u'orkedforabankthat
underwrote fhe loan, was replaced by the mortgagebroker.
Looselyregulatecl and employed b¡r a companywith little or
none ofits own capital atstakg brokers e¡e sales-
people rewarded for steering as many prospective
homeowners or refinancers as possibie into the
most?rofitable loâns.
.* Appraisers, who are supposeà to be the inde-
pendent gatekeepers of the mortgage system,
ir,rcreasinglycaved in to pressure to âpproïe âny
de¡l abroker or loa¡ office¡ wanted to make.
* Lenders, in turn, had less and less reason to care whether the
borrowers could repay. ll-o longer did a bank haveto hold a loan
itselfor sell it into asecondarv market ofcautious investors. In
ttie Super-low-interest-rate environment of recent years; t/i/ell
Street would buyjust about any loan, however risky, to gdin a
little ex.eayield. To meet dernzrrd, lenders spun outacrâzypro-

, fuilon of mortgages that would ailow moîe borrowers to'quaii$r-fór.eçr-larger 
arnounts. If aborrower might not iealþbe able

to afford tlie pa1'rnents...well, the lender had already sold the'.loan 
off. "The mortgage marketforthepastfewyèars lias been

'playinga massive game of hot potato,,' says Drexel University
û+.ance professor Joseph Mason.
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* Borlorv-crs, to the ex¡ent that theyunderstooC r+.hat they
were gefring into, also played along. In a ma-r.ket that kept rising.
getting your dÈeam house seemed to make se:rse, A br.oker cou ld
findyou aloanrvith monthly pay,ments you could haldle-at
Ieast at lìrst, Ald soon enough youd sell and pocket abiggarn.

Too much money. Too little restraint. This is the story of how
all the importarLtplayers in thc marl<et decided that they had
too much at stake to shout, "Stop!,, Wc,vc been here before;
Remember rvhen Wa_ll Street analysts told us Amazon.com .was

worth $400 asha¡e? A¡d as with the tcchbubble, it rray notbe

,, 
onlvsÞeculatorsw.ho gethurt.

accrDENTAL LÁ,NDL6RD' 1r As home prices unwind fro:n

Brandi and Erik Quam ìl unsustainable highs, we may a-il

stretched bytheir loan, the I i feel at least a little bit poorer,

newlywedsiented out their i i 'Ihat could be a drag on the
sêcond bedroom to help pay j i economy. It's already a real drag
thebil ls. r¡ fortheeuams.

I

.J
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Who Realþ Owns Your House?
Whyare banks sowillingto make mortgagesthatwould be hard to payback? BecauseWallStreet
ellowsthem tpspr.ç¡dthq IiSk tg"other inveslors. Here"'s ha'wa ry9r.ïgage might change hands.

*m
l x  l ?  _  1 3  l 4  1 5

You get yóui ...a bigWailstreet . ...bonds of hígh and low ...a bond managei; who ...rhorê'bonds w¡th high

Ð

å

mortgege, investmentfirm.That credit quality. lnvestors bundles them together credit quality. Sorne low
companyêombinesyoqr snap upthegood stuff again.Viasomefinancial qualit¡ riskybondsare
loan with other mortgages Bonds backed by risky alchemy he creatès nèw still left gyer.:A h.edge
to cieate¡;, lqánsend upwith... securltíes, including... fund rnigh! buy those.

from a b.qnk,
whlch sells
it,tþ¡;. .

The Quains and:thê too-good-to-be-true mortgage

he primary mortgage on the Quams' condo was
fixeð at5.25?/o.But Brandi had also taken outa
smallervariable-rate loan. As rates rose in 2005, she
went looking for a better dea-i a¡rd entered her
contact i¡föqnation into a few websites. Shordy

there'after, she says; she got a call from broker Robert lloover

of CPA MortgageinMaryland. He found her anewloanwith
what she says she understood to be an initial 1% rate, with only
small increases in the fl'st five.yeals. And sínce she had equity
(her condo had appreciated), she could even take a litde cash.
outto payoffsomebills. The transaction ea¡nedthebroker and
hís firm about $12600.

fttook a few months before Br.andi realizedwhatshe had
dong. Themortgage was something called an option ARM. It
was Fue thatBrandi could make initial minimumpayments of
about $800. But those weren't enough to cover thê interest she
was actuaily being charged" which was higher than the rate used
to calculate required payments. The unpaid interestrvas added
to the loa¡ balancg a phenomenon ca-lled negative amortization.
The Quams have decided to start palng at least the ilrterest on
theloan, but even sq the balance has grown by $2000. Barring a
ma¡kettu¡naroundthet're stuckfor atleast anotheryear and
ahaif until the prepayment penâlty phâses out. They've had to
turn down iob offers because thev can't move.

\Ã/ho is to blame here? Yes. Brandi should have asked more

ILLUSTRATION BY RAYMOND BIESIÑGER

questions and scrutinized the fine print'Theidea of amortgage .
witJr a 1% rate seems, on its face, too good to be true. Brandi says

she did know she'd eventuallyhave to meke higher payments,

but she planned to movebefore that happened. Exactly how

Hoover described the mechanics of the loan, or what she .

thought he meanq is impossible to know for sure now. Hoover

declined to speakrvith MONEY, and his firm sent an e-mail

saying that it couldn't comment on a client but that fultimately,
it is the consumer that maJ<es thectroice they feel is besl-'

Butbased on the documents Brandi showed us for herloan:

and documents MONEY has seen for other option ARMS-it is

easy to see how a person could.be confused. A payment sched-

ule is shown on the federally mandated truth-in-le4djng form,

but it is bæed on minimum payments and a steady interest ratg

rather tÏa¡r the variable rate the Quams are charged. An

"adjustabie-rate note" fust says the Quams will be charged a
yearly rate ofl%. The next subsection says that rate "may"

change almost immediately, The first payment coupons show

onlyttre minimurr¡ negativeþ amortizingpayment
A spokeswoman for the original lende4 Bar:kUnited of

Miami Lakes, Fla., saidshe couldn t specificallycommént on

Brandi's loan. But she said thatborrowers arenlt approved'
unless thet 'tredit score will support the fuþ indexed rate."

A1l borrowers, she added, acknowledge receipt ofnumerous

documents disclosingevery aspect oftheloarL including a four-
page form that describes the terms "in þlain Englishl' and wa¡ns

borrorvers of the possibility of negative amortization.
Keep in mind, complex loars like optionARMs a¡e newto

mostpeople, and they are radicaliy dífferentfrom 15- and 30-

lear fi xed-rate loans, Consumer advocates say thatthe truth-
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inJending disclosure rules are outdated a¡d that borrowers like
the Quams are being asked to climb a steep learning curve-
withtheir homes atstake. "The disclosures on adjustable.rate
mortgages have never been any good, and option ARMS ãre
particularlyterrible," says Jack Guttentag, professor emeritus
offi nance atthe University of Pennsylvania's Wharton School,

In anycasg theloans arepopula¡. Inthe firsth dÍof2}O6,
optíonARlvIs were 15% of mortgage originations, reports the
Mortgaç BanJters Association. In theory the loan canbe a
useful tool.for people with irregular íncomg such as entrepre-
neurs. But low pa¡rn¡ents are the rule, not the exception. Today
morethan 80% ofborrowers insecuritízed optionARMs pay
less tlia¡r their interest chargeg according to Fitch Ratirip.
Their loan balances are rising. That might notbe so bad in a
risingmarket butiCs potentially ádisâster in a. fâllingone.

It's obvious that a lot of homeoqrners could have used better
adviqq about howtofirld ar-r,afforydabl9 10a4. Butgoodadvice
hæ gotten harderto come by in tlie mortgage gême. That's
because the person across the desk or on thq oìher end oftlie
telephone gettingyou ãmortgäge probably doesn'twork forthe
bank that's puttingup the money, IIe may not care if you can
pa5r ',Corisümers thought tåatwhen they qualified for a loan,
that meant they had a reasonable piospect to repay the loan
unless some type of illness cir câtasnophe hit the familyj' says
Michael Calhour¡ president of the Center for Responsible
Lending. "That is no longer tJre case"

orningcommuters in Boston" Chicago and
.Phoenix are slapped aruake bythevoice of â
pugnacious Texán shoutingoutof the radio.
'TVhenyout mortgage paymentgoes up 400
bucks a monttr, youcan dislocateyourjaw

aild swallorv it like a snake eatin: an eggj' the voice says. ,,Or

spend anotherseven grand andhave some predatorredo yo-irr
mortga$e Unacceptable." The voice belongs toJon Shibiey,39,
the þresidencof Lenox Financial Mortgãge, Over l3years he's
builthis bUsiness frorh aone,rhan shop inAtlantainto a2O0-
employee conrpany tåat arranges mortgages and refiruincings
in 24 states.

Up until the 1980s, when tlie savings-and-loan crisis brought
the old q¡stem crashirig down, getting a mortgage typically
meânt sittingd¡¡wnq¡itïaloân officerftom alircal lender,
which ca¡ed a lot abotifyour abilit¡¡to pay. Tod ay aboutT}o/o of
mortgages åre originated by a mortgag¡e broker. Ifs an inrense,
fast-mor:,ing b,usiness and suits the hypercharged,shibþiust
fine,:Shibleymeditâtes 20 minutes adaybut also clairns thathe
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will occasionally bum himself or
immerse his body in ice water-"a
shock to the systen¡,-' he câils it
that keeps him engaged. Shibley
doesntt rely on word-öf-mouth or
community roots. He drives his
business with in-your-face adver-
tising- these days, as his commer-

ciaJs show, his sales targets inclucle borrowers lookingto escape
onerous payment hikes ontieir variable-rate mortgages.
'?eople don'tknowwho to ca11," he says. "That's whymy
marketing philosophy has been so successful."

For befter and for worse, the new mortgage sales machine
made itmuch easier. to get aloan. And if a mortgage option was
mathematically possiblg a broker made sure you knew about it
He or she could getyou a low amual ratg help you avoid a
down palnnent or find you a super-low ínitial monthly pay-
menf Shibley's particuiar piæh is "no closingcosls," which
lool<s tobe an easyselltoborrowers suddeniyshort on cash

"This industry is a disaster," he says. All these mortgage optíons
can make sense in certaín ciicu¡nsta¡ces and hu¡t you in others.

ffou may actually prefér to pay closing costs, for example, if
thatgets you alower rate andyou planto stay in the Ioan long
enough to work off the costs) the bicþ' part is figuringout .

which loan works for vou.

I

cl
1
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ir

Jonshlbley ll'This industry is a l\l
disaster," says the lï
mortgagebroker. I I
Andhe' l l tel lyouso l f l
ontheradro. I li

Would you get your mortgagefforn this man?



, A. good rnortg4gebrokel çan heip you do that, and $Tjblev
says thatt wþathis,gìeople dq, Butnot allbrokers wi$' Brokers

ci'1b-e.påi{ riiq,reif theycan convínce you fo pây ahigher ¡a¡9
th* yol+,qurljfy fol or borrow more money thân you neçd' '$d

they¡qsistçfforusb- lai44akers to give them a fiduciary oblig'a-

fion ts âct:+theborrow.errs best jnJeresl i"VVe do not soleþ

i-bþresént the coniùineri says Georç Hanzimanolis,'president-

el¿et.of thé Natioñal i{ssociation of Mortga ge Bro.kers.

Mini'rnum Faymento
ñltaxÍmum Þanger
lf yru makgonþthe rninimumPEmT enton an gption

ARItil, you fare wórse than in a trad-itiqnal rngrtgage.

$¿?O,0(X¡ mortgage on a
$3OO'O90home
= $3OOO0inequity

58-68 to $1r9O4on an option fRMforthreeyears

o, $Ir887 on a3o-yearfixed mortgage

I

NorE5;Âssmes mln¡mum Fyrent baFd on a d Étc,lft@slnt7.5%Ferysr AsStiñed
ate or o¡i¡<jil ¡itu ¡s s tn 6 rl month and7.9t there?ttec alsured Ete on f¿ditíoral mrEage

hzs. l;Ëillfe, ¡ñ dlilóiARMchargqa wrlable Þtgsequ¡tyc@ld bchlghsorl@i
Fþie dora acounifortñruãdloncosts, whi.h wuld low€¡ttE trueElue ofrñy equlty'

touncE; mttFæ5sof.@ñ.

.'Irishort, ifs bestto shop aroi.lnd-andit's.Êasyenough to do

iÏatirn a basic fixed:ratè môfrgâge. It's a lot harder to compari-

¡oryshop loanswith payment options,a¡d variable rates'which

is whybrokers iove to sell them. \üith option ASMs, bor¡owçrs

1çpd to focus:on the introductory rate and:minilnum payrnen!

and tO þorethehigþer rate downtheroad- Foi'thebro!,<er that

higher rate could:mean the difference betw-een.a $3,0o0 com-

mission and one several times îs large' "Option ARI\Is are not a

license to steal, buJ once a csstomer asks for it, I know Tm goiúg

lo.rnakefourtimes as mucþ," says JímMoore, aGrandRapids

broker w-h.p u'rites about his business atmiamibeach4[:com,

speaking by cell phone, 'Ît's what puts me down here at Best

lpu.ybqying a40.inch fla! Screen :'

Eventheh:there are usuallylimits to how mucliyourbroker

çan'ggt out ofyqu. After all, a mortgage is based on'the value of

your house But maybe there's a way around th4t too.

astzummerDanielKimwas feelingpinched. So when

h1tm,now 27, ofsanLeandro, Calif got â callfrom â

mortgage company, he was intrigued' The loan ofÊcer,

MiaYi ofALG Capitai, sold Kimon refinancingputting

him an additional $sl,00o in debtonhíshouse. Kim

says hewas surprised he could bo¡row rro¡e' Ile had boughtthe

two-bedroomthe previousyearfor $56O000 with nò money

down, and everlthing he had read said the ma¡ket in his area

was coolíng. But afterYiproduced an appraisal in November that

said his house was wor*r$o¿¿o0Q Kimsigned. "Iwas

excitedl he says, "that my house had appreciated that rrnrch."

Appraisingthe vahre ofa househas neverbeen an exact

science. But the $4-billion-a-year appraisai industry provides a

crucial reality check forthe system. Ba¡ks need an appraisal to

make a ioan. Regulators and mortgage investors require it to

insure against fraud. Consumers rely on appraisa-ls to give them

PHOTOGRAPH BV GREG FOSTER

some mea-sure of confidence theyaren-t payingtoo much' In

refinancings, the appraisal isthe onlythingthattells a coh-

sumer what a house is wordr and how much he canborrow.

So perhaps itb notsurprisingthat appraisers-have come under

pressure from some of the people sellingmortgages. MONEYhas

obtained more than 1o0 e-mails and faxes sent by loan officers to

appraisers acrossthe country. The languagevaries Êorn askirigif

a predetermined value was possible to promising more business

if anumber coulcl behít.'Many homeowners are findingoutthat

the equitytheywere led tobelieve theyhad i¡¡ their houseisaot

actuallythere," says John Taylor, president of the National

Comrillllity Reinvestrirent Coalition.

According to an appraiser MONEY hired, Kinr's hou-5e is

worth only $580,000 and was atthetime he refinanced ;&e

house. Yes, different appraisers often have dïffereotta&.:a f a

Kim's case the appraisers disagree aboutq¡hether ane--r-elased

porch counts as part of the total squâ¡efoo""age' ButAT,ü'sTi

strongly suggested to appraiserswhatthe a¡swer ou6lrtmire"

In a¡ e-mail she sentto rumeÍous appraisers,Yisæd "rl*Ê
needecl'?value of $65o,000 or more Please letme ir¿orvÁSåF

with max value." Five dayslater Paul Chasteen, an appraiser ån

Price estimates made to order
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Discovery Bay, produced ttre appraisa-l
tüar led to Kim's $ó42,000 aorrgâge,
Iess thanYi wanted butenough to tlo a
deal. ALGgothim loans forthe fulÌ
appraisedvalue. The result: Kim now
owes $ó2,0O0 more t}ran his house
maybe worttu Kim putthe nioney
from the refinancing into ¿ dry-
cleaniúgbusiness and paying offa car
loa¡r He can't move withoutforeclos-
ing. "It's not a good feeling," he says.

Yi declined to commenl ALG
owner Crystal Palomino said two
appraisers (from the same firnr)
reviewed the va-lue, as did the funding
bank Chasteen says he and hís fellow
appraisers are under the gun because
as manv âS.lO,cor4petitors maygetthe
s ame order. Referríngto thatpressur€,
Chasteen saysj "is tliere aproblem out
there?You bettheie is." He adds,
though, thathe resists and that inKim's
case prebsùre wás¡r-t an issûe, "[ never
pushvalues," he says.

Appraiser Ray Miller of Lyndon

,Statio¡¡lVis, aþq qays he doçsn't
inflateydlues but compl¿iins that he is'  ' ' . . .  : . 1  .
as-kç{ .tq do- sg daily. Millei says he
doêÉnt alÌúays'give the piefer.red
airsweS which hurts business.'Tf I
don'thitthenumberthey.are asking
for, I almost never heat from that loan
officer again,r' he says,.'tsut ifyou don't
accept these orders at a[ you won't
have anybusiness."' 

Biokers sometiines askfor a"comp
check." They don't ask for atarget
pricg butge!a number of appraisers to
guess.what a property is vrorth, sight unsee4 before ordering.
'Appraisers who do comp chiæks lnow that they have to inflate
values to get the order anì get paid," says Pamela Crowley, a
former appraiser who recently launched a site to catalogue
lending abuses, MortgageFraudWatchlist org.

ÏIanzimanolis of NArllB.says appraisal pressure isn't abig
problem. His.organization amended its code of ethics lasr year
to prollbitmemberSfrom squeezing appraisers. "I don,t see
how anybod¡rbutthe appraiser is responsible for an inflated or
fr auduleng appraisal/' hp says.

Anumber of states, including Coloradq are mulling laws that
would make íf clearly illegal to pressure appraisers. Jonatha¡ .

Miller. (no relation to Rây), o1ryner of New York City,s Miller
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Samueì zutd onc of thc natjon's most pr.omincnt ap.praiscrs,

argues that such laws alc solcly nccdccl, "Undcr thc currcrt

system," he says, ' 'therc is rcally no point to a mortgagc

appraisaì an-vr,orc." Ybu might cxpcct that thosc ultimâtch, on
the hook ifa bolrov,'el fails to Lra]'wou:cl takc a¡L intcrcst in

makingsure that the collareralrvas lcalll 'r.r,orth its appraiscd

value. Ilut until the past feu' mo:rrhs. vou'd hel c bccn ri-roir¡:,.

he horsingboorn was good to John Dcvane¡i Realll,-

good. lle o\vns r Rclls Rotce. :r Guìfs:relnl Jet, e

I2.000-squre-foot  rn¡nsion in l ie l -ßiscar-nc rnr l  e

I43-foot vachi, âs rvell rs a few Renoi:'s aud a i'rlu

able 1823 reproduci ion of the Declarat ion of

Independcnce. l )etancv's not  I  der,c lope¡ ¡nd he's certa in iç

notaf l ipper.Thc3ó-year-old CÐt)  of  Uni ted Cap ,a l  Ntar . l ters i -<

I

Â

tf iwoRrHHowrtrucln

DanielKim

He doubts he can sell
his homeforwhat it
appraised for, ánd norv
he'sstuck there.

How to get r ich trading ' ' id iot"  loans
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,a:bond tiadéf, And.one.of,his specialtíés is buying and selling :

þgndsthat are.bac\ed'þ1þç mortgâgç pâyments of ordinary
homê,o¡mersrOptiorr $$\þ?D evaney ltwes'ern "The con-
sumer h4qø bean ldiottirtake on those loans," he says. 'tsut it
has þeen one of¡ouf.'b-eslperforming investnents:"

.  .  1 .  . : .

,Deygqey'snot out to getpeoBle intp badloans-or into good

.odes. tleju$t makesbets on how manypeople wili repayand
when, $till the$¡.2 trlllitln mor.tgage-backed-s.ecurities market

þa{al<e¡1 rp!ç þtoday's housing mess. i'The braker and the
: lendëi a¡d;e¡ery,body:ehe in beLween is part of a factory tlut's

: . , . . . i  . .  r .  rprOflucingbond secruities for Iüall Streeti ' said attorney and
çôiisumer advocate Irv Acklesbergiii testímony before a Senate
committee recently. Onthe other hand, the factthatDevaney

. áirld other investors arç -willing to own mortgages may also be
onêofthe ¡easonsyou could affordyour house.

Ba¡iks havebeen sellin!offtheirmortgages to the bond

,riarket since the 1970s: Bond investors get the borrowers'
mo4thlypayments ahd tlie promise thaitheywillbe paid bacþ
wJrile banks get immediate cash and the chance fo unload some
risk, All thís makes it easierfor'themto make newloans-good
news for most borrowers. The houbie is, Wall Street's rocket
scientists keep findingmore sophisticaæd ways to repackage
ârid resell mortgages. As a resulÇ ienders stopped worrying so
much about cr'edit slanda¡ds and lea¡ned to love risþ loans. .

Looli, for.exarnplg at the financial Fra¡rkenstein's monster
knoumasthe collater¡lized debt oblígation, or CDO. Broughtto

Iife in the 1990s, the CDO helped solve a knotry problem for
lenders. Theywere often left holdinga sinall amountof loans that
weretoo dodgyto sellto
inVêstors at an atfractive
price.Butwhatifyou 

-=.

gfouPed thePayqrènt5
from all those riskt .

.mortgages togçtheq

. alongwithsome other
inyegtments, ar1d you

. sold some investors the
right to be the.füst oues
togçtpaid?Thiswould
look Iike a relatively safe
ínvesünent, ald so-
voilàl*youketttrrs-
formed a risþloan into
a triple-A rated security.
Odrer i¡vestors would

lHE EUCKSIOPS HERE
(eirerr.v)

JohnDerraney
The investor has made ã
fortune trading bonds
backed by mortgages,

þtrnd sec,to¡Qn tue B4¡kt ryshed
,to nake martgêges-:,any kind of
mortgâges. I-;ousy crediç Ño
problem. Can't.prove your
üçome? No problem. Canit pay
iirore than 1% no¡ry? No problem.

Now a lot ofthatlending,loóks
foolish. Mortgage délinquencies
aÍiong-so-câlled subprirrie
bor¡owers have risen to 13%, the
highestin atleætl0 years. The
ma¡ket fo¡ the lowest-credit-
quality mortgage bònds has
ta¡ked, And investors hi CÐOs
maybe Ín for a rude shock.
"Sorne ofthe investors who
bought CDOs certainJy took on
more risk than they thought "
says John'Weichel a former
assistant secretary of housing
now at the Hudion Institute. But
Devaney,who told acrowd of
investors that tJre úskiest morr-
gage bonds looked "awfuP'
before tle crash, says he thinls
he'll be buying.'JI don't believe
tlie carnage andfalloutwilibe as
bad aspeople ihink," he says.

Whether or not big investors
come out okay, the damage is
done for many homeovr'ners.
"The System atlowed banks to
create unsustainable loans that
are gring to hauntborrowers for

. yeârs to come," says Allen .

Fishbein. directoi ofcredit and

þousingpolicy at the Consumer Federation of Amer.ica-'unJike
ihe bant,theborrower has no way.tg layofftlie risk."

What comès next? The pullback. Investors will be more
selective about where they put theír money, and ba¡ks will be
mo¡e cautiou$ in theirlending. Thafs basically healthy. But the
iisk,is that this will hapoen so fast that we?ll see avicious circle

í Fallinghome p¡ices mean less credit, arìd iess credit
fewer buyers and, hence, fallinghome prices. That

could make a housingrecoverythat much harder to come b1'.
For the Quanis, one can'tcome sogn e4ough,'ï worked so ha¡d
to be a homeor¿'¡ler, and now my dumb decision with this loan
may take it all aw4y," says Brandi. 'nVe are newlyrueds, bleeding
rhoney like crazy, and there are no Band-Aids." $
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be fartherback in line and mightnot
get paid ífthingË went badly. But you
could offer.those investors very
high yields, so that hedge funds and
pension funds rvould roll the dice.
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